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THE VICE PRESIDENT

WASHINGTON

May 16, 2001

The Honorable George W. Bush
President of the United States
The White House

Washington, D.C. 20500

Dear Mr. President:

On behalf of the National Energy Policy Development Group, I submit for your consideration
our National Energy Policy report. As you directed us at the outset of your Administration, we
have developed a national energy policy designed to help bring together business, government,
local communities and citizens to promote dependable, affordable and environmentally sound
energy for the future.

The report reflects the requirements and philosophy you set out for our work. It envisions a
comprehensive long-term strategy that uses leading edge technology to produce an integrated
energy, environmental and economic policy. To achieve a 21* century quality of life --
enhanced by reliable energy and a clean environment -- we must modernize conservation,
modernize our infrastructure, increase our energy supplies, including renewables, accelerate the
protection and improvement of our environment, and increase our energy security.

We submit these recommendations with optimism. The tasks ahead are great but achievable. To
meet our energy challenge, we must put to good use the resources around us and the talents
within us. It summons the best of America and offers a healthier environment, a stronger

cconomy and a brighter future for the American people.

Sincerely,

Enclosure
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Overview

Reliable, Affordable, and Environmentally Sound

Energy for America’s Future

n his second week in office, President

George W. Bush established the Na-

tional Energy Policy Development

Group, directing it to “develop a

national energy policy designed to
help the private sector, and, as necessary
and appropriate, State and local govern-
ments, promote dependable, affordable,
and environmentally sound production and
distribution of energy for the future.” This
Overview sets forth the National Energy
Policy Development (NEPD) Group’s find-
ings and key recommendations for a Na-
tional Energy Policy.

Figure 1
Growth in U.S. Energy Consumption
Is Outpacing Production
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Over the next 20 years, growth in U.S. energy consumption will increasingly

outpace U.S. energy production, if production only grows at the rate of the last
10 years.

Sources: Sandia National Laboratories and U.S. Department of Energy, Energy Information
Administration.
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America in the year 2001 faces the
most serious energy shortage since the oil
embargoes of the 1970s. The effects are al-
ready being felt nationwide. Many families
face energy bills two to three times higher
than they were a year ago. Millions of
Americans find themselves dealing with
rolling blackouts or brownouts; some em-
ployers must lay off workers or curtail pro-
duction to absorb the rising cost of energy.
Drivers across America are paying higher
and higher gasoline prices.

Californians have felt these problems
most acutely. California actually began the
1990s with a surplus of electricity generat-
ing capacity. Yet despite an economic
boom, a rapidly growing population, and a
corresponding increase in energy needs,
California did not add a single new major
electric power plant during the 1990s. The
result is a demand for electricity that
greatly succeeds the amount available.

A fundamental imbalance between
supply and demand defines our nation’s en-
ergy crisis. As the chart illustrates, if energy
production increases at the same rate as
during the last decade our projected energy
needs will far outstrip expected levels of
production.

This imbalance, if allowed to con-
tinue, will inevitably undermine our
economy, our standard of living, and our
national security. But it is not beyond our
power to correct. America leads the world
in scientific achievement, technical skill,
and entrepreneurial drive. Within our coun-
try are abundant natural resources, unri-
valed technology, and unlimited human cre-
ativity. With forward-looking leadership
and sensible policies, we can meet our fu-



ture energy demands and promote energy
conservation, and do so in environmentally
responsible ways that set a standard for the
world.

The Challenge

America’s energy challenge begins
with our expanding economy, growing
population, and rising standard of living.
Our prosperity and way of life are sustained
by energy use. America has the technologi-
cal know-how and environmentally sound
21%tcentury technologies needed to meet
the principal energy challenges we face:
promoting energy conservation, repairing
and modernizing our energy infrastructure,
and increasing our energy supplies in ways
that protect and improve the environment.
Meeting each of these challenges is critical
to expanding our economy, meeting the
needs of a growing population, and raising
the American standard of living.

We are already working to meet the
first challenge: using energy more wisely.
Dramatic technological advances in energy
efficiency have enabled us to make great
strides in conservation, from the operation
of farms and factories to the construction of

buildings and automobiles. New technology
allows us to go about our lives and work
with less cost, less effort, and less burden on
the natural environment. While such ad-
vances cannot alone solve America’s energy
problems, they can and will continue to play
an important role in our energy future.

The second challenge is to repair and
expand our energy infrastructure. Our cur-
rent, outdated network of electric genera-
tors, transmission lines, pipelines, and refin-
eries that convert raw materials into usable
fuel has been allowed to deteriorate. Qil
pipelines and refining capacity are in need
of repair and expansion. Not a single major
oil refinery has been built in the United
States in nearly a generation, causing the
kind of bottlenecks that lead to sudden
spikes in the price of gasoline. Natural gas
distribution, likewise, is hindered by an ag-
ing and inadequate network of pipelines. To
match supply and demand will require some
38,000 miles of new gas pipelines, along
with 255,000 miles of distribution lines.
Similarly, an antiquated and inadequate
transmission grid prevents us from routing
electricity over long distances and thereby
avoiding regional blackouts, such as
California’s.

America’s expanding

- economy, growing

population, and
rising standard of
living will be
sustained by our
unmatched techno-
logical know-how.

“America must
have an energy
policy that plans
for the future,
but meets the
needs of today.
| believe we
can develop
our natural
resources and
protect our

environment.”

— President
George W. Bush
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Figure 2

U.S. Oil Consumption Will Continue to

Exceed Production
(Millions of Barrels per Day)

Increasing energy supplies while pro-
tecting the environment is the third chal-
lenge. Even with successful conservation
efforts, America will need more energy.

Renewable and alternative fuels offer
hope for America’s energy future. But they
supply only a small fraction of present en-
ergy needs. The day they fulfill the bulk of
our needs is still years away. Until that day
comes, we must continue meeting the
nation’s energy requirements by the means
available to us.

Estimates indicate that over the next
20 years, U.S. oil consumption will increase
by 33 percent, natural gas consumption by
well over 50 percent, and demand for elec-
tricity will rise by 45 percent. If America’s
energy production grows at the same rate
as it did in the 1990s we will face an ever-in-
creasing gap.

Figure 3

(Trillion Cubic Feet)

Increases on this scale will require
preparation and action today. Yet America
has not been bringing on line the necessary
supplies and infrastructure.

Extraordinary advances in technology
have transformed energy exploration and
production. Yet we produce 39 percent less
oil today than we did in 1970, leaving us
ever more reliant on foreign suppliers. On
our present course, America 20 years from
now will import nearly two of every three
barrels of oil —a condition of increased de-
pendency on foreign powers that do not al-
ways have America’s interests at heart. Our
increasing demand for natural gas — one of
the cleanest forms of energy - far exceeds
the current rate of production. We should
reconsider any regulatory restrictions that
do not take technological advances into ac-
count.

U.S. Natural Gas Consumption Is Outpacing Production

|
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Over the next 20 years, U.S. oil consumption will grow by over 6 million barrels
per day. If U.S. oil production follows the same historical pattern of the last 10
years, it will decline by 1.5 million barrels per day. To meet U.S. oil demand, oil
and product imports would have to grow by a combined 7.5 million barrels per
day. In 2020, U.S. oil production would supply less than 30 percent of U.; il
needs. ﬁ @

Sources: Sandia National Laboratories and U.S. Department of Energy,
Energy Information Administration.
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Over the next 20 years, U.S. natural gas consumption will grow by over 50 percent.
At the same time, U.S. natural gas production will grow by only 14 percent, if it
grows at the rate of the last 10 years.

Sources: Sandia National Laboratories and U.S. Department of Energy, Energy Information
Administration.



We have a similar opportunity to in-
crease our supplies of electricity. To meet
projected demand over the next two de-
cades, America must have in place be-
tween 1,300 and 1,900 new electric plants.
Much of this new generation will be fueled
by natural gas. However, existing and new
technologies offer us the opportunity to ex-
pand nuclear generation as well. Nuclear
power today accounts for 20 percent of our
country’s electricity. This power source,
which causes no greenhouse gas emis-
sions, can play an expanding part in our en-
ergy future.

The recommendations of this report
address the energy challenges facing
America. Taken together, they offer the
thorough and responsible energy plan our
nation has long needed.

Components of the National
Energy Policy

The National Energy Policy we pro-

pose follows three basic principles:

e The Policy is a long-term, compre-
hensive strategy. Our energy crisis
has been years in the making, and
will take years to put fully behind us.

= The Policy will advance new, envi-
ronmentally friendly technologies
to increase energy supplies and en-
courage cleaner, more efficient en-
ergy use.

e The Policy seeks to raise the living
standards of the American people,
recognizing that to do so our country
must fully integrate its energy, envi-
ronmental, and economic policies.

Applying these principles, we urge ac-
tion to meet five specific national goals.
America must modernize conservation,
modernize our energy infrastructure, in-
crease energy supplies, accelerate the pro-
tection and improvement of the environ-
ment, and increase our nation’s energy se-
curity.

Modernize Conservation

Americans share the goal of energy
conservation. The best way of meeting this
goal is to increase energy efficiency by ap-
plying new technology - raising productiv-
ity, reducing waste, and trimming costs. In

addition, it holds out great hope for improv-

ing the quality of the environment. Ameri-
can families, communities, and businesses
all depend upon reliable and affordable en-
ergy services for their well being and
safety. From transportation to communica-
tion, from air conditioning to lighting, en-
ergy is critical to nearly everything we do in
life and work. Public policy can and should
encourage energy conservation.

Over the past three decades, America
has made impressive gains in energy effi-
ciency. Today’s automobiles, for example,
use about 60 percent of the gasoline they

Figure 4

U.S. Economy is More Energy Efficient
(Energy Intensity)

Primary Energy Use

Quadrillion Btus

“Here we aim to
continue a path
of uninterrupted
progress in
many fields...
New technolo-
gies are proving
that we can save
energy without
sacrificing our
standard of liv-
ing. And we’re
going to encour-
age it in every
way possible.”

— Vice President
Richard B. Cheney
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Improvements in energy efficiency since the 1970s have had a major impact in meet-
ing national energy needs relative to new supply. If the intensity of U.S. energy use
had remained constant since 1972, consumption would have been about 70 quadril-

lion Btus (74 percent) higher in 1999 than it actually was.

Source: U.S. Department of Energy, Energy Information Administration.
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“For the electric-
ity we need, we
must be ambi-
tious. Transmis-
sion grids stand
in need of repair,
upgrading, and
expansion. ... If
we put these con-
nections in place,
we’ll go a long
way toward
avoiding future
blackouts.”

— Vice President
Richard B. Cheney
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did in 1972, while new refrigerators require
just one-third the electricity they did 30
years ago. As a result, since 1973, the U.S.
economy has grown by 126 percent, while
energy use has increased by only 30 per-
cent. In the 1990s alone, manufacturing
output expanded by 41 percent, while in-
dustrial electricity consumption grew by
only 11 percent. We must build on this
progress and strengthen America’s commit-
ment to energy efficiency and conservation.

The National Energy Policy builds
on our nation’s successful track record
and will promote further improvements
in the productive and efficient use of
energy. This report includes recom-
mendations to:

< Direct federal agencies to take appro-
priate actions to responsibly conserve
energy use at their facilities, espe-
cially during periods of peak demand
in regions where electricity shortages
are possible, and to report to the
President on actions taken.

« Increase funding for renewable en-
ergy and energy efficiency research
and development programs that are
performance-based and cost-shared.

« Create an income tax credit for the
purchase of hybrid and fuel cell
vehicles to promote fuel-efficient
vehicles.

e Extend the Department of Energy’s
“Energy Star” efficiency program to
include schools, retail buildings,
health care facilities, and homes and
extend the “Energy Star” labeling pro-
gram to additional products and appli-
ances.

e Fund the federal government’s Intelli-
gent Transportation Systems program,
the fuel cell powered transit bus pro-
gram, and the Clean Buses program.

* Provide a tax incentive and streamline
permitting to accelerate the develop-
ment of clean Combined Heat and
Power technology.

« Direct the Secretary of Transportation
to review and provide recommenda-
tions on establishing Corporate Aver-
age Fuel Economy (CAFE) standards

with due consideration to the National
Academy of Sciences study of CAFE
standards to be released in July, 2001.

Modernize Our Energy Infrastructure

The energy we use passes through a
vast nationwide network of generating fa-
cilities, transmission lines, pipelines, and re-
fineries that converts raw resources into us-
able fuel and power. That system is deterio-
rating, and is now strained to capacity.

One reason for this is government
regulation, often excessive and redundant.
Regulation is needed in such a complex
field, but it has become overly burdensome.
Regulatory hurdles, delays in issuing per-
mits, and economic uncertainty are limiting
investment in new facilities, making our en-
ergy markets more vulnerable to transmis-
sion bottlenecks, price spikes and supply
disruptions. America needs more environ-
mentally-sound energy projects to connect
supply sources to growing markets and to
deliver energy to homes and business.

To reduce the incidence of electricity
blackouts, we must greatly enhance our
ability to transmit electric power between
geographic regions, that is, sending power
to where it is needed from where it is pro-
duced. Most of America’s transmission
lines, substations, and transformers were
built when utilities were tightly regulated
and provided service only within their as-
signed regions. The system is simply un-
equipped for large-scale swapping of power
in the highly competitive market of the 21
century.

The National Energy Policy will
modernize and expand our energy infra-
structure in order to ensure that en-
ergy supplies can be safely, reliably,
and affordably transported to homes
and businesses. This report includes
recommendations to:

< Direct agencies to improve pipeline
safety and expedite pipeline permit-
ting.

« Issue an Executive Order directing
federal agencies to expedite permits
and coordinate federal, state, and local
actions necessary for energy-related
project approvals on a national basis



in an environmentally sound manner,
and establish an interagency task
force chaired by the Council on Envi-
ronmental Quality. The task force
will ensure that federal agencies set
up appropriate mechanisms to coordi-
nate federal, state and local permit-
ting activity in particular regions
where increased activity is expected.

e Grant authority to obtain rights-of-
way for electricity transmission lines
with the goal of creating a reliable na-
tional transmission grid. Similar au-
thority already exists for natural gas
pipelines and highways.

e Enact comprehensive electricity legis-
lation that promotes competition, en-
courages new generation, protects
consumers, enhances reliability, and
promotes renewable energy.

* Implement administrative and regula-
tory changes to improve the reliability
of the interstate transmission system
and enact legislation to provide for
enforcement of electricity reliability
standards.

« Expand the Energy Department’s re-
search and development on transmis-
sion reliability and superconductivity.

Increase Energy Supplies

A primary goal of the National Energy
Policy is to add supply from diverse
sources. This means domestic oil, gas, and
coal. It also means hydropower and
nuclear power. And it means making
greater use of non-hydro renewable sources
now available.

One aspect of the present crisis is an
increased dependence, not only on foreign
oil, but on a narrow range of energy op-
tions. For example, about 90 percent of all
new electricity plants currently under con-
struction will be fueled by natural gas.
While natural gas has many advantages, an
over-reliance on any one fuel source leaves
consumers vulnerable to price spikes and
supply disruptions. There are several other
fuel sources available that can help meet
our needs.

Currently, the U.S. has enough coal to
last for another 250 years. Yet very few

coal-powered electric plants are now under
construction. Research into clean coal
technologies may increase the attractive-
ness of coal as a source for new generation
plants.

Nuclear power plants serve millions of
American homes and businesses, have a de-
pendable record for safety and efficiency,
and discharge no greenhouse gases into the
atmosphere. As noted earlier, these facili-
ties currently generate 20 percent of all
electricity in America, and more than 40
percent of electricity generated in 10 states
in the Northeast, South, and Midwest.
Other nations, such as Japan and France,
generate a much higher percentage of their
electricity from nuclear power. Yet the
number of nuclear plants in America is ac-
tually projected to decline in coming years,
as old plants close and none are built to re-
place them.

Enormous advances in technology
have made oil and natural gas exploration
and production both more efficient and
more environmentally sound. Better tech-
nology means fewer rigs, more accurate
drilling, greater resource recovery and envi-

Figure 5
Fuel Sources for Electricity Generation in 2000

“As a country,
we have
demanded
more and more
energy. But
we have not
brought on line
the supplies
needed to meet
that demand....
We can explore
for energy, we
can produce
energy and use
It, and we can
do so with a
decent regard
for the natural
environment.”

—Vice President
Richard B. Cheney
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Natural Gas
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Electricity is a secondary source of energy, generated through the consumption of
primary sources. Coal and nuclear energy account for nearly 75 percent of U.S.

electricity generation.

Source: U.S. Department of Energy, Energy Information Administration
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“We will insist
on protecting
and enhancing
the environment,
showing consid-
eration for the
air and natural
lands and water-
sheds of our
country.”

— Vice President
Richard B. Cheney
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ronmentally friendly exploration. Drilling
pads are 80 percent smaller than a generation
ago. High-tech drilling allows us to access
supplies five to six miles away from a single
compact drilling site, leaving sensitive wet-
lands and wildlife habitats undisturbed. Yet
the current regulatory structure fails to take
sufficient account of these extraordinary ad-
vances, excessively restricting the environ-
mentally safe production of energy from
many known sources.

Our policy will increase and diver-
sify our nation’s sources of traditional
and alternative fuels in order to furnish
families and businesses with reliable and
affordable energy, to enhance national
security, and to improve the environ-
ment. This report includes recommenda-
tions to:

» Issue an Executive Order directing all
federal agencies to include in any regula-
tory action that could significantly and
adversely affect energy supplies a de-
tailed statement on the energy impact
of the proposed action.

« Open a small fraction of the Arctic Na-
tional Wildlife Refuge to environmentally
regulated exploration and production us-
ing leading-edge technology. Examine
the potential for the regulated increase
in oil and natural gas development on
other federal lands.

< Earmark $1.2 billion of bid bonuses from
the environmentally responsible leasing
of ANWR to fund research into alterna-
tive and renewable energy resources —
including wind, solar, biomass, and geo-
thermal.

< Enact legislation to expand existing al-
ternative fuels tax incentives to include
landfills that capture methane gas emis-
sions for electricity generation and to
electricity produced from wind and bio-
mass. Extend the number of eligible bio-
mass sources to include forest-related
sources, agricultural sources, and cer-
tain urban sources.

< Provide $2 billion over 10 years to fund
clean coal technology research and a
new credit for electricity produced from
biomass co-fired with coal.

< Direct federal agencies to streamline the

hydropower relicensing process with
proper regard given to environmental
factors.

< Provide for the safe expansion of
nuclear energy by establishing a national
repository for nuclear waste, and by
streamlining the licensing of nuclear
power plants.

Accelerate Protection and Improvement of the

Environment
America’s commitment to environmen-

tal protection runs deep. We are all aware of
past excesses in our use of the natural world
and its resources. No one wishes to see them
repeated. In the 21% century, the ethic of
good stewardship is well established in
American life and law.

We do not accept the false choice be-
tween environmental protection and energy
production. An integrated approach to policy
can yield a cleaner environment, a stronger
economy, and a sufficient supply of energy
for our future. The primary reason for that
has been steady advances in the technology
of locating, producing, and using energy.
Since 1970, emissions of key air emissions
are down 31 percent. Cars today emit 85 per-
cent less carbon monoxide than 30 years ago.
Lead emissions are down 90 percent. Lead
levels in ambient air today are 98 percent
lower than they were in 1970. America is us-
ing more, and polluting less.

One of the factors harming the environ-
ment today is the very lack of a comprehen-
sive, long-term national energy policy. States
confronting blackouts must take desperate
measures, often at the expense of environ-
mental standards, requesting waivers of envi-
ronmental rules, and delaying the implemen-
tation of anti-pollution efforts. Shortfalls in
electricity generating capacity and short-
sighted policies have blocked construction of
new, cleaner plants, leaving no choice but to
rely on older, inefficient plants to meet de-
mand. The increased use of emergency power
sources, such as diesel generators, results in
greater air pollution.

New anti-pollution technologies hold
great promise for the environment. The same
can be said of 21%tcentury power generators
that must soon replace older models; signifi-



cant new resources for land conservation ef-
forts; and continued research into renewable
energy sources. All have a place in the Na-
tional Energy Policy.

The National Energy Policy will
build upon our nation’s successful track
record and will promote further improve-
ments in the productive and efficient use
of energy. This report includes recom-
mendations to:

e Enact “multi-pollutant” legislation to es-
tablish a flexible, market-based program
to significantly reduce and cap emis-
sions of sulfur dioxide, nitrogen oxides,

and mercury from electric power genera-

tors.

e Increase exports of environmentally
friendly, market-ready U.S. technologies
that generate a clean environment and
increase energy efficiency.

« Establish a new “Royalties Conservation
Fund” and earmark royalties from new,
clean oil and gas exploration in ANWR
to fund land conservation efforts.

« Implement new guidelines to reduce
truck idling emissions at truck stops.

Increase Energy Security.
The National Energy Policy seeks to

lessen the impact on Americans of energy
price volatility and supply uncertainty. Such
uncertainty increases as we reduce America’s
dependence on foreign sources of energy. At
the same time, however, we recognize that a
significant percentage of our resources will
come from overseas. Energy security must
be a priority of U.S. trade and foreign policy.

We must look beyond our borders and
restore America’s credibility with overseas
suppliers. In addition, we must build strong
relationships with energy-producing nations
in our own hemisphere, improving the out-
look for trade, investment, and reliable sup-
plies.

Energy security also requires preparing
our nation for supply emergencies, and assist-
ing low-income Americans who are most vul-
nerable in times of supply disruption, price
spikes, and extreme weather.

To ensure energy security for our
nation and its families, our report in-
cludes these recommendations:

» Dedicate new funds to the Low Income
Home Energy Assistance Program by
funneling a portion of oil and gas royalty
payments to LIHEAP when oil and natu-
ral gas prices exceed a certain amount.

« Double funding for the Department of
Energy’s Weatherization Assistance Pro-
gram, increasing funding by $1.4 billion
over 10 years.

e Direct the Federal Emergency Manage-
ment Administration to prepare for po-
tential energy-related emergencies.

e Support a North American Energy
Framework to expand and accelerate
cross-border energy investment, oil and
gas pipelines, and electricity grid con-
nections by streamlining and expediting
permitting procedures with Mexico and
Canada. Direct federal agencies to expe-
dite necessary permits for a gas pipeline
route from Alaska to the lower 48 states.

energy for

Looking Toward the Future

The President’s goal of reliable, afford-
able, and environmentally sound energy sup-
plies will not be reached overnight. It will
call forth innovations in science, research,
and engineering. It will require time and the
best efforts of leaders in both political par-
ties. It will require also that we deal with the
facts as they are, meeting serious problems in
a serious way. The complacency of the past
decade must now give way to swift but well-
considered action.

Present trends are not encouraging, but
they are not immutable. They are among
today’s most urgent challenges, and well
within our power to overcome. Our country
has met many great tests. Some have imposed
extreme hardship and sacrifice. Others have
demanded only resolve, ingenuity, and clar-
ity of purpose. Such is the case with energy
today.

We submit these recommendations
with optimism. We believe that the tasks
ahead, while great, are achievable. The en-
ergy crisis is a call to put to good use the re-
sources around us, and the talents within us.
It summons the best of America, and offers
the best of rewards — in new jobs, a healthier
environment, a stronger economy, and a
brighter future for our people.

Overview - Reliable, Affordable, and Environmentally Sound Energy for America’s Future

“The goals of
this strategy are
clear: to ensure
a steady supply
of affordable

America’s homes
and businesses
and industries.”

— President
George W. Bush
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CHAPTER O

E

Taking Stock

Energy Challenges Facing the United States

The U.S. economy depends on re-
liable and affordable energy. In
the coming months, we face sev-
eral serious long-term energy
challenges: electricity shortages
and disruptions in California
and the West, dramatic increases
in gasoline prices due to record-
low inventories, a strained sup-

ply system, and continued depen-

dence on foreign suppliers.

1-1 NATIONAL ENERGY PoLicy

merica’s current energy challeng-

es can be met with rapidly im-
proving technology, dedicated
leadership, and a comprehensive
approach to our energy needs.
Our challenge is clear—we must use tech-
nology to reduce demand for energy, re-
pair and maintain our energy infrastruc-
ture, and increase energy supply. Today, the
United States remains the world’s undisput-
ed technological leader; but recent events
have demonstrated that we have yet to inte-
grate 21st-century technology into an ener-
gy plan that is focused on wise energy use,
production, efficiency, and conservation.

Prices today for gasoline, heating oil,
and natural gas are dramatically higher
than they were only a year ago. In Califor-
nia, homeowners, farmers, and businesses
face soaring electricity prices, rolling
blackouts, increasing financial turmoil,
and an uncertain energy future. Our na-
tion’s dependence on foreign sources of oil
is at an all-time high and is expected to
grow. Current high energy prices and sup-
ply shortages are hurting U.S. consumers
and businesses, as well as their prospects
for continued economic growth.

Our national energy policy must be
comprehensive in scope. It must protect
our environment. It must also increase our
supply of domestic oil, natural gas, coal,
nuclear, and renewable energy sources.
Our failure over the past several years to
modernize our energy infrastructure—the
network of transmission lines, gas pipe-
lines, and oil refineries that transports our
energy to consumers and converts raw ma-
terials into usable fuels—is a result of the

lack of careful planning and lack of a com-
prehensive national energy plan. The United
States faces serious energy challenges: elec-
tricity shortages and disruptions in Califor-
nia and elsewhere in the West, dramatic in-
creases in gasoline prices due to record-low
inventories, a strained supply system, and
continued dependence on foreign suppliers.
These challenges have developed from years
of neglect and can only be addressed with
the implementation of sound policy. There
are no easy, short-term solutions.

Our increased dependence on foreign
oil profoundly illustrates our nation’s fail-
ure to establish an effective energy policy.
Between 1991 and 2000, Americans used 17
percent more energy than in the previous
decade, while during that same period, do-
mestic energy production rose by only 2.3
percent. While U.S. production of coal, nat-
ural gas, nuclear energy, and renewable en-
ergy has increased somewhat in recent
years, these increases have been largely
offset by declines in domestic oil produc-
tion. As a result, America has met almost
all of its increased energy demand over the
past ten years with increased imports.

U.S. energy consumption is projected
to increase by about 32 percent by 2020.
Unless a comprehensive national energy
policy is adopted, Americans will continue
to feel the effects of an inadequate electri-
cal transmission grid, a pipeline system
stretched to capacity, insufficient domestic
energy supply, and a regional imbalance in
supply sources. It is important that we
meet these challenges with a comprehen-
sive energy plan that takes a long-term ap-
proach to meeting our energy needs.

PHILADELPHIA CONVENTION & VIsITORS BUREAU






1-3

NATIONAL ENERGY PoLicy

California’s Energy Challenge

Recent and looming electricity black-
outs in California demonstrate the problem
of neglecting energy supply. They also fore-
tell the consequences of failing to imple-
ment a long-term energy plan for our nation
as a whole. Though weather conditions and
design flaws in California’s electricity re-
structuring plan contributed, the California
electricity crisis is at heart a supply crisis.

Since 1995, California’s peak summer
demand for electricity has risen by at least
5,500 megawatts (MW), while in-state gen-
eration has failed to keep pace. California’s
generation shortfall did not stem from a
lack of interest in building capacity. Since
1997, power producers filed applications to
build an additional 14,000 MW of new ca-
pacity in California.

In addition to a lack of new genera-
tion, a crucial transmission bottleneck in
the middle of the state—called Path 15—
prevents power in the south from being
shipped to the north during emergencies.

This year, reduced hydropower avail-
ability due to low rainfall, higher than ex-
pected unplanned plant outages, and the fi-
nancial problems of California’s utilities ex-
acerbated this growing supply—demand im-
balance. As a result, California’s supply
problem turned into a crisis, resulting in
soaring electricity bills for homes and busi-
nesses and rolling blackouts.

In part due to the interconnected na-
ture of the western electricity grid, Califor-
nia’s critical electricity shortages have
helped to drive up electricity costs in the
West.

Unfortunately, there are no short-term
solutions to long-term neglect. It can take
new power plants and transmission facili-
ties years to site, permit, and construct. De-
spite expedited federal permitting, Califor-
nia’s emergency efforts to increase new
generation by 5,000 MW by July appear to
be falling short. Less than 2,000 MW of new
generation is expected to be in place by
summer. Even with aggressive conserva-
tion measures, peak demand this summer
is projected to outstrip supply by several
thousand megawatts. The California grid

operator expects more than 30 days of
blackouts.

California officials have warned that
the crisis may last several years. Though
California’s efforts to increase generation
may not suffice to prevent blackouts this
summer, if continued and strengthened,
they promise to limit the duration of the
crisis.

Recommendations:

L] The National Energy Policy Devel-
opment (NEPD) Group recommends
that the President issue an Executive
Order to direct all federal agencies to
include in any regulatory action that
could significantly and adversely af-
fect energy supplies, distribution, or
use, a detailed statement on (1) the
energy impact of the proposed action,
(2) any adverse energy effects that
cannot be avoided should the propos-
al be implemented, and (3) alterna-
tives to the proposed action. The
agencies would be directed to include
this statement in all submissions to
the Office of Management and Budget
of proposed regulations covered by
Executive Order 12866, as well as in
all notices of proposed regulations
published in the Federal Register.

[l The NEPD Group recommends that
the President direct the executive agen-
cies to work closely with Congress to
implement the legislative components
of a national energy policy.

Conservation and Energy Efficiency

Conservation and energy efficiency
are crucial components of a national ener-
gy plan. Energy efficiency is the ability to
use less energy to produce the same
amount of useful work or services. Conser-
vation is closely related and is simply using
less energy. Improved energy efficiency
and conservation reduces energy consump-
tion and energy costs, while maintaining
equivalent service in our homes, offices,
factories, and automobiles. Greater energy



efficiency helps the United States reduce
energy imports, the likelihood of energy
shortages, emissions, and the volatility of
energy prices.

Over the last three decades, the Unit-
ed States has significantly improved its en-
ergy efficiency by developing and expand-
ing the use of energy efficient technologies.
Although our economy has grown by 126
percent since 1973, our energy use has in-
creased by only 30 percent. Had energy use
kept pace with economic growth, the na-
tion would have consumed 171 quadrillion
British thermal units (Btus) last year in-
stead of 99 quadrillion Btus.

About a third to a half of these savings
resulted from shifts in the economy, such as
the growth of the service sector. The other
half to two-thirds resulted from greater en-
ergy efficiency. Technological improve-
ments in energy efficiency allow consumers
to enjoy more energy services without com-
mensurate increases in energy demand. The
rate at which these efficiency improve-
ments are made varies over time, depend-
ing on the extent to which factors—such as
energy policies, research and development,
prices, and market regulations—encourage
the development of new, efficient products
and consumer investment in these prod-
ucts. An increased rate of improvement in
energy efficiency can have a large impact
on energy supply and infrastructure needs,
reducing the need for new power plants
and other energy resources, along with re-
duced stress on the energy supply infra-
structure.

Load management is the ability to adjust
energy loads to reflect immediate supply condi-
tions. In the very short term, direct appeals for
conservation can ease strained energy supply
markets for a time. Over the longer run, the abil-
ity to adjust demand on an as-needed basis can
be an important source of energy reserves, re-
sulting in lower energy bills for participating
customers.

The impact that improvements in energy
efficiency can have on energy supply markets
grows over time. Electricity demand is project-
ed to rise by 1.8 percent a year over the next 20
years, requiring the addition of some 393,000
MW of generation capacity. At the same time,

energy efficiency is projected to continue to im-
prove between 2000 and 2020. A decrease in de-
mand from 1.8 percent to 1.5 percent would re-
duce the need for new generating capacity next
year by about 2,000 MW. Extending that reduc-
tion over the next 20 years would reduce the
need for new generation by 60,000 to 66,000 MW.

While this projection shows that conser-
vation can help ensure the United States has ad-
equate energy supplies for the future, it also
shows that conservation alone is not the an-
swer. Even with more conservation, the U.S.
will need more energy supplies. Today, new
technologies offer new opportunities to en-
hance our energy efficiency. As these technolo-
gies gain market acceptance, they will help en-
sure a reliable and affordable energy and elec-
tric power supply for the nation.

Energy Intensity

The energy intensity of the U.S. economy
is measured by the amount of energy used to
produce a dollar’s worth of gross domestic
product (GDP). It now takes only about 56 per-
cent of the energy required in 1970 to produce a

Figure 1-1

U.S. Energy Use per Capita and per Dollar of
GDP: 1970-1999

(Index: 1970 = 1)
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The energy intensity of the U.S. economy is measured by the
amount of energy used to produce a dollar’s worth of gross
domestic product (GDP). By that yardstick, U.S. energy in-
tensity declined significantly between 1970 and 1985, and
has continued to decline, albeit at a slower rate.

Source: U.S. Department of Energy, Energy Information
Administration.
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Measures of

Electrical Power

A watt is ameasure of the
amount of energy that
can be produced during a
specific period of time.

1 kilowatt (KW)= 1,000 watts

1 megawatt (MW)=1million watts
1 gigawatt (GW)=1 hillion watts

1 terawatt (TW)=1 trillion watts

U.S. Energy Efficiency
Is Improving

 New home refrigera-
tors now use about one-
third less energy than
they did in 1972,

e New commercial
fluorescent lighting sys-
tems use less than half
the energy they did dur-
ing the 1980s.

e Federal buildings
now use about 20 per-
cent less energy per
square foot since 1985.

e Industrial energy
use per unit of output de-
clined by 25 percent
from 1980 to 1999.

* The chemical indus-
try’s energy use per unit
of output has declined by
roughly 40 percent in the
past 25 years.

e The U.S. govern-
ment has reduced its en-
ergy use in buildings by
over 20 percent since
1985.

* The amount of ener-
gy required to generate 1
kilowatt-hour of electric-
ity has declined by 10
percent since 1980.
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What Causes
Transmission
Constraints?

When additional elec-
tricity flow from one
area exceeds a circuit’s
capacity to carry that
flow to another area,
the overloaded circuit
becomes congested and
blocks a steady flow of
power. To prevent
transmission bottle-
necks, system opera-
tors curtail transactions
between areas or in-
crease generation on
the side of the con-
straint where the elec-
tricity is flowing and re-
duce generation on the
opposite side. Trans-
mission constraints re-
sult in price differences
between regions that
exceed differences due
to line losses, because
electricity can no long-
er flow freely to the af-
fected area.

dollar of GDP today (Figure 1-1). This reduc-
tion is attributable to improved energy efficien-
cy, as well as to structural changes in the econ-
omy, particularly the relative decline of energy-
intensive industries.

The decline in the nation’s energy intensi-
ty accelerated between 1999 and 2000, a period
when nonenergy-intensive industries experi-
enced rapid growth. Energy intensity is project-
ed to continue to decline through 2020 at an av-
erage rate of 1.6 percent a year. This is a slower
rate of decline than experienced in the 1970s
and early 1980s, which was characterized by
high energy prices and a shift to less energy-
intensive industries, but is a more rapid rate of
decline than experienced on average during
the latter part of the 1980s and the 1990s.

Challenges Confronting Electricity Supply

Our nation’s electricity supply has
failed to keep pace with growing demand.
This imbalance is projected to persist into
the future. The adverse consequences have
manifested themselves most severely in
the West, where supply shortages have led
to high prices and even blackouts. In other
regions, inadequate supply threatens the
reliability and affordability of electric pow-
er.

Large amounts of new generating ca-
pacity are slated for installation around the
country from 2001 to 2004. However, there
is a geographic mismatch between where
we will generate energy and where it is
needed. For example, little capacity is be-
ing added where it is most needed, such as
in California and eastern New York.

Electricity supply condit